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1 . AS THE DEPARTMENT IS AWARE, AMERICAN INTERNATIONAL GROUP 
HAS BEEN NEGOTIATING WITH THE ROKG FOR SOME TIME IN AN 
ATTEMPT TO ENTER THE DOMESTIC INSURANCE MARKET HERE. THUS 
FAR, THESE NEGOTIATIONS HAVE FAILED TO PRODUCE AN AGREEMENT. 

THE MATTER HAS NOW BEEN ADDED TO THE AGENDA FOR THE SEVENTH 
MINISTERIAL CONFERENCE, WE UNDERSTAND AT THE SUGGESTION OF 
AIG; HENCE, THIS REPORT. WE HAD LONG PLANNED TO REPORT THE 
STATUS OF THESE NEGOTIATIONS, BUT DEFERRED DOING SO BECAUSE 
AGREEMENT ALWAYS SEEMED JUST AROUND THE CORNER. 

2. AIG INITIALLY HAD DECIDED TO START A JOINT INSURANCE 
VENTURE WITH WASHIN, BUT THIS FIRM HAD NOT PREVIOUSLY BEEN 
IN THE INSURANCE BUSINESS, SO THE KOREAN GOVERNMENT REFUSED 
TO AUTHORIZE ITS ENTRANCE AT THIS TIME. AFTER CONSIDERABLE 
INTERNAL DEBATE, THE ROKG DECIDED TO AUTHORIZE THE THIRTEEN 
EXISTING KOREAN INSURANCE COMPANIES TO ENTER A JOINT VENTURE 
WITH AIG. NEGOTIATIONS HAVE BEEN GOING ON SPORADICALLY SINCE. 

3. SEVERAL ISSUES REMAIN UNRESOLVED. INITIALLY, AID HAD 
WANTED TO ENTER THE KOREAN MARKET UNDER THE PROTECTION OF THE 
FOREIGN CAPITAL INDUCEMENT LAW. AIG BELIEVED IT HAD ORAL 
AGREEMENT ON THE POINT. WE ARE UNCERTAIN, BUT THE QUESTION 
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OF PRIOR AGREEMENT HAS BEEN MADE MOOT BY THE DECISION OF THE ROKG 
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TO AMEND THE FOREIGN CAPITAL INDUCEMENT LAW. ONE OF THE BASIC 
PRINCIPLES OF THE REVISION IS TO DISCRIMINATE AMONG BUSINESS 
ACTIVITIES AND TO ACCORD THOSE LEAST DESIRED NO BENEFITS. 

INSURANCE HAS BEEN DETERMINED TO FALL IN THAT CATEGORY AND, IN 
ACCORD WITH ITS POLICY, THE GOVERNMENT WILL NOT AUTHORIZE 
AIG TO ENTER THE KOREAN MARKET UNDER THE EXISTING LAW. 

4. AT THE SAME TIME, THE KOREAN GOVERNMENT HAS AGREED TO 
PROVIDE NORMAL GUARANTIES ON THE REPATRIATION OF PROFITS AND 
PRINCIPAL. IT HAS ALSO AGREED THAT AIG MAY OWN UP TO 45 PERCENT 

OF THE JOINT VENTURE AND HAVE OPERATING CONTROL THROUGH CORPORATE 
BYLAWS WHICH WOULD REQUIRE A TWO-THIRDS MAJORITY OF THE BOARD 
OF DIRECTORS. WE ASSUME THAT AIG WOULD GET A MANAGEMENT CONTRACT, 
AS WELL, IF NEGOTIATIONS GET TO THAT POINT. 

5. THE MAJOR ISSUES STILL UNRESOLVED RELATE TO APPLICATION OF 
THE "GOING PUBLIC" ACT, WHICH PROVIDES SUBSTANTIAL TAX BENEFITS 
TO COMPANIES WHICH SELL AT LEAST 49 PERCENT OF THEIR SHARES TO 
THE PUBLIC. THE NEGOTIATOR FOR THE THIRTEEN KOREAN COMPANIES HAS 
SAID THAT THEY WOULD REQUIRE AIG TO REDUCE ITS EQUITY TO 30 
PERCENT. AID HAS ARGUED THE INVESTMENT WOULD THEN BE UNATTRACTIVE 
TO THEM, SINCE THE JOINT VENTURE WOULD NOT HAVE AN EARNINGS 
TRACK RECORD TO MAKE PUBLIC SALE PROFITABLE, WHILE AIG WOULD 
THEREBY LOSE ONE THIRD OF ITS CLAIM ON FUTURE EARNINGS. 

6. TWO OTHER ISSUES REMAIN UNRESOLVED. ONE IS THE BASIS ON 
WHICH THE JOINT VENTURE WILL PARTICIPATE IN THE INSURANCE POOL. 

THE OTHER IS THE TERMS ON WHICH AIG EXISTING BUSINESS IN KOREA 
SERVING THE EXPATRIATE COMMUNITY SHOULD BE TURNED OVER TO THE 
JOINT VENTURE. WE BELIEVE THERE IS A BASIS FOR COMPROMISE ON 
THESE ISSUES, BUT THAT NO DECISION WILL BE MADE UNTIL THE MAJOR 
ISSUE IS RESOLVED. 

7. AIG'S ENTHUSIASM FOR THE JOINT VENTURE WITH THIRTEEN PARTNERS 
HAS NEVER BEEN GREAT. THEY BELIEVE THEY WOULD HAVE CONSIDERABLE 
DIFFICULTY IN ACHIEVING AGREEMENT AND DEVELOPING A CONSENSUS 
WHICH WOULD BE ESSENTIAL TO A SMOOTH OPERATION. THE THIRTEEN 
KOREAN JOINT VENTURE PARTNERS HAVE EXHIBITED A SIMILAR LACK OF 
ENTHUSIASM. GIVEN ITS INABILITY TO REACH WHAT IT CONSIDERED 
ACCEPTABLE TERMS, AIG HAS NOW BEGUN DISCUSSIONS WITH ONE OF THE 
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THIRTEEN EXISTING KOREAN INSURANCE COMPANIES WITH A VIEW TO 
STARTING A JOINT VENTURE. THIS COMPANY. KORYO FIRE AND MARINE 
INSURANCE CO., LTC., A SUBSIDIARY OF SSANGYONG, HAS ALREADY 
GONE PUBLIC. AIG WOULD PREFER A SINGLE PARTNER IF IT MUST GO 
PUBLIC. HOWEVER, NEGOTIATIONS HAVE NOT GONE BEYOND AN EXPRESSION 
OF MUTUAL INTEREST, SO AIG DOES NOT KNOW WHAT THE TERMS OF A 
JOINT VENTURE MIGHT BE. IT IS PLANNING TO EXPLORE THOSE TERMS 
WITH KORYO OVER THE COMING WEEKS. WE ARE TOLD BY THE LOCAL AIG 
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REPRESENTATIVE THAT AIG WILL THEN HAVE A BASIS FOR COMPARING 
THE KORYO OPTION AND THE THIRTEEN PARTNER OPTION AS WELL AS 
THE OPTION OF NOT ENTERING THE DOMESTIC MARKET AT ALL. 

8. WE HAVE SPENT CONSIDERABLE TIME ATTEMPTING TO KEEP THE 
DISCUSSIONS GOING AND TO CLARIFY POSITIONS AND THE MOTIVATIONS 
OF THE TWO PARTIES, INCLUDING AMBASSADOR S DISCUSSIONS WITH DPM 
NAM. THIS HAS NOT ALWAYS BEEN EASY. SINCE THERE HAS BEEN SOME 
FEELING OF LACK OF GOOD FAITH ON EACH SIDE. THE FINANCE MINISTER 
RECENTLY INDICATED HE HAD CONSIDERABLE DIFFICULTY PERSUADING 
THE ROKG TO LET EVEN ONE FOREIGN FIRM IN. HE HAD SOLD THE 
THIRTEEN-PLUS-ONE JOINT VENTURE AS AN ATTRACTIVE PACKAGE TO 
AIG AND TO THE GOVERNMENT BECAUSE IT WOULD PRECLUDE OTHER 
FOREIGN FIRMS FROM ENTERING THE KOREAN MARKET. WE HAVE SUGGESTED 
TO THE GOVERNMENT THAT SOONER OR LATER THEY WOULD FIND IT IN 
THEIR INTEREST TO LET A NUMBER OF FOREIGN FIRMS IN, AND THAT THEY 
MIGHT BE BETTER ADVISED TO DO THIS SOONER RATHER THAN LATER. 

THE FINANCE MINISTER, HOWEVER, HAS INDICATED THAT GETTING THE 
GOVERNMENT TO CHANGE ITS POLICY NOW WOULD BE TIME CONSUMING 
AND DIFFICULT, IF NOT IMPOSSIBLE. 

SNEIDER 
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